i WW | r 
DOMCO 991 ANNUAL REPORT 1971 S 


INDUSTRIES LIMITED 


Directors 


*Alberto Cefis, Montreal 
President, Metrinvest Limited 
*Hon. George B. Foster, Q.C., 


Montreal 
Senior Partner, Foster, Leggat, Colby 
& Rioux, Advocates 


John H. Gaffney, Nassau 
Director, Trust Corporation of 
Bahamas Ltd. 


Roger Garon, St. Hyacinthe, Que. 
Louis J. M. Gravel, Montreal 


Conrad F. Harrington, Montreal 
Chairman and Chief Executive 
Officer, The Royal Trust Company 


Alfred M. Kinsman, Montreal 
Vice-President 


*Rene Leclerc 
Vice-Chairman of the Board, 
Bank Canadian National 


Frank S. McGill, C.B., Montreal 


“The Hon. Lazarus Phillips, O.B.E., 
Q.C., LL.D., Montreal 


Senior Partner, Phillips, 
Vineberg, Phillips & Rothman, 
Advocates 


Claude Pratte, Q.C., Quebec City, Que. 


“Kenneth G. Stodola, Montreal 


Vice-President and General Manager 


“Member of Executive Committee 


Officers 


The Hon. Lazarus Phillips, O.B.E., 
OWE, LLIB): 


Chairman of the Board 


Alberto Cefis, 


Chairman of the Executive 
Committee and President 


Kenneth G. Stodola, 
Vice-President and General Manager 
Alfred M. Kinsman, 
Vice-President 

Lars Firing, 

Vice-President Marketing 


Nadeem Khan, 
Corporate Secretary 


Antoine Hawara, 
Treasurer 


DOMCO Subsidiaries 


Domco Vinyls Limited, Brantford, 
Ontario * Edina Interchange Corpora- 
tion, Minneapolis, Minnesota * Manu- 
facturers Holdings Limited, Montreal, 
Quebec « Allied-Martin Limited, 
Mississauga, Hamilton, Ottawa, 
London, Waterloo, Ontario « Les 
Distributeurs Orléans Ltée., Quebec 
City, Quebec * Zenith Enterprises 
Company Ltd., Montreal, Quebec City, 
Quebec * Domcor Enterprises Limited, 
Winnipeg, Manitoba; Calgary, Edmon- 
ton, Alberta; Vancouver, British 
Columbia; Halifax, Sydney, N.S.; 
Charlottetown, P.E.|. 


Jointly-Owned Company 

Coronet Carpets Limited, Farnham, 
Quebec 

Transfer Agents 

The Royal Trust Company, Montreal 
and Toronto 

Registrar 

Bank of Montreal, Montreal and 
Toronto 

Auditors 


Hyde, Houghton & Co., 
Chartered Accountants, Montreal 
and Toronto 


Ninety-Ninth Annual Report 


of the Directors to the Shareholders 


This report covers the consoli- 
dated financial statements of 
Domco Industries Limited for the 
twelve month period ended October 
31, 1971. At first glance, this report 
is disappointing, but it is not 
entirely out of line with last year’s 
announced forecast because of 
the tremendous planned improve- 
ments that were being carried out 
during this period of time. Further- 
more, it is confidently expected that 
these changes will produce posi- 
tive, progressive results in the 
future. 


On a consolidated basis, the 
shareholders’ equity in Domco 
amounts to $17,316,128, or $22.52 
per share. Working capital at the 
end of the year amounted to 
$4,700,749 and the ratio of current 
assets to current liabilities was 
1.3 to 1. You will note that net sales 
were increased from $25,161,445 
in 1970 fiscal year to $27,072,823 
in 1971. 

The Company is undergoing a 
transformation, the scope of which 
is not yet fully apparent to you. This 
is the result of a thoroughly 
developed Strategic Plan, previous- 
ly stated, to which your Directors 
and Management had given their 
approval as it represented the best 
long term approach the Company 
could take. 


Part of this Plan included the 
development of new processes and 
the acquisition of new equipment 
in order to produce exciting new 
sheet vinyl flooring materials. The 
first generation of these products 
has been successfully produced 
and marketed under the name 
KaRAMiK and has received enthu- 
siastic reception from our Cus- 
tomers. Many more are to follow as 


added capacity and productivity 
become available. Other cushioned 
and roto-vinyl products are being 
manufactured presently and the 
combination of these products will 
undoubtedly provide Domco with 
the foremost product line in 
Canada. Formerly, manufacturing 
was carried out at four locations 
but it has been decided to concen- 
trate these operations in Farnham, 
Quebec. The major portion of this 
relocation has been carried out and 
substantial savings will ultimately 
be realized through the economies 
of scale and the policy of con- 
centration. 


The inevitable increases in ex- 
penses resulting from this reloca- 
tion to Farnham, the development 
of the new products, processes and 
equipment, the disposition of 
certain elements of our business 
that could not be made profitable 
all contributed to this substantial 
operating loss. As you know, the 
situation was further aggravated by 
the fact that 1971 was a relatively 
poor year for the Canadian econo- 
my and the flooring industry was 
impaired by the added imports that 
found easier entry into Canada due 
to the higher value of the Canadian 
dollar since it was unpegged. 


Despite this, we are more con- 
vinced than ever that the approach 
we are taking is the proper one for 
the long term benefit of the Com- 
pany. The Strategic Plan contem- 
plated that the Company would be 
in a profit position starting in the 
Spring of 1972. | am pleased to 
report to you that our expectations 
continue to be the same and that 
the Company expects to make a 
profit in 1972 despite the fact that 
partial benefits from the current 


programme will be realized only in 
the latter half of the year and that 
losses will occur during the early 
months. As the full effect of this 
programme materializes, progres- 
sively increased earnings will be 
generated and will provide the 
Company with sizeable profits. 


| am pleased to report to you that, 
in accordance with the policy 
adopted some time ago to develop 
or acquire a Coast-to-Coast net- 
work of Company-Owned Distribu- 
tors, the Company acquired the 
net assets of J. & M. Murphy, Floor 
Coverings Limited, of Halifax, a 
former independent distributor of 
our products. Domco now has a 
very excellent network of distribu- 
tors, both Company-owned and 
independent, who are poised to 
take advantage of the new products 
that will emanate from Domco and 
the greater promise of the market- 
place. 


Coronet Carpets Limited was 
hampered by the slowdown in the 
Canadian economy during the first 
half of 1971 but, nonetheless, 
generated a sound profit. Sales and 
profits since mid-1971 have grown 
spectacularly and are the highest 
in this young Company’s history. 
The demand has been greater than 
our productive capacity. A major 
capital expansion programme is 
under way and another is in the 
planning stage for the latter half of 
1972. 


The results of the operation of 
Edina Interchange Corporation 
indicate an improvement over the 
past year and continue to be most 
satisfactory. We also anticipate the 
balance of the property will yield a 
very good return on investment. 


To summarize, your Directors 
and Management have steadfastly 
adhered to the view that, painful 
though it would be for a transi- 
tional period, it was necessary to 
modernize production facilities and 
install the necessary machinery to 
enable us to retain and expand 
that portion of the sales sector 
which we had enjoyed previously. 
To reiterate, we are satisfied that 
the policy that we have recently 
followed will enable us to reach this 
objective. The shareholders of 
your Company have been patient 
and appreciative of the difficulties 
which have faced your Board and 
Management, and it is with con- 
siderable faith that | am now able to 
state to you that, in my opinion, 
as President of your Company, the 
fiscal year 1972, short of national 
catastrophe or economic condi- 
tions over which we will have no 
control, will show a profit and we 
confidently look to progressively 
increased profits for the subsequent 
years. 


The contribution and support by 
all Officers and Employees are 
acknowledged with sincere thanks 
and appreciation. 


On behalf of the Board, 


yeh 


Alberto Cefis, 
President 


27th January, 1972 
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CONSOLIDATED BALANCE SHEET AS AT OCTOBER 31, 1971 
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Mortgage 
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Other investments 


Coronet Carpets Limited — on equity basis 
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Fixed 


Land, buildings and equipment — at cost 
Less: Accumulated depreciation 


Other 
Deferred i 
Excess of 


ncome tax charge 


cost of shares of subsidiaries over net book values at dates of acquisition 


1970 


$ 391,305 
8,695,507 
10,576,490 
188,910 
38,403 
604,406 
113,333 
20,608,354 


1,161,543 
3,050,556 

UEP 
4,334,811 


17,919,961 
(12,208,846) 
5,711,115 


1,714,664 


1,143,422 


2,858,086 


$ 33,512,366 
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Shareholders’ Equity 


Capital stock (Note 3) 

Authorized: 1,000,000 Shares of no par value common stock 

Issued and fully paid: 768,500 Shares (1970 — 760,000 shares) ..........................0... 
Retained earnings ters sere etree arses el antes ieee ore emi sct Seat ais sukue rate yreite de Rams Sal ecdeia yA Die aia 


Contingent liabilities (Note 6) 


Approved by the Board of Directors 


ALBERTO CEFIS, Director 
KENNETH G. STODOLA, Director 


1970 


$ 6,780,081 
3,528,350 
345,662 
734,607 
___ 920,722 
__ 12,309,422 


454,312 


6,400,000 
14,348,632 
20,748,632 


§ 33,512,366 


DOMCO INDUSTRIES LIMITED 
CONSOLIDATED STATEMENT OF INCOME AND RETAINED EARNINGS 
YEAR ENDED OCTOBER 31, 1971 
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Net loss for the year 
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Retained earnings at end of year 


1970 
$ 25,161,445 
$ 1,237,568 
41,640 
174,273 


(113,985) 


101,928 
1,135,640 
243,297 
1,378,937 


216,833 
(69,252) 


Wiz 


15,579,988 


$ 14,348,632 


sya exe) INDUSTRIES LIMITED 
CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF 
WORKING CAPITAL 


YEAR ENDED OCTOBER 31, 1971 


Working capital at beginning of year 
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Proceeds from sale of securities 
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1970 


$ 10,200,597 


812,324 


113,333 
812,199 


1,737,856 


1,135,640 
(401,348) 
146,273 
880,565 
587,527 
1,536,944 
243,297 
90,000 


21,585 
279,603 


3,639,521 


1,901,665 


$ 8,298,932 


Sees INDUSTRIES LIMITED 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 


YEAR ENDED OCTOBER 31, 1971 


1970 


Note 1. 

The consolidated financial 
statements include the accounts of 
Domco Industries Limited and all 
subsidiary companies. All 
companies had twelve-month fiscal 
periods ended October 31, 1971. 


Note 2. 
Long-term debt consists of the 
following: 


6% Mortgage notes, secured by real 
estate, due upon sale of land parcels 


or at maturity whichis in 1975 .......... 


5% % Mortgage notes secured by 
rental property, payable in monthly 


instalments, due 1986 ................. 


9% Mortgage to The Royal Trust 
Company payable monthly and due 
December, 1973 


Balance of purchase price for a sub- 
sidiary’s shares payable in annual 
instalments of $90,000 due 
November, 1971 


Notes payable to The Euram 
Corporation, 5% and 9%, on 
September 17, 1971 


Bank loan — secured, bearing interest 
at prime plus 1% % payable at 
$1,000,000 per annum beginning 

in 1973 


Note 3. 

Under the terms of the approved 
Employees’ Stock Purchase Plan, 
options for 8,500 shares were 
exercised for $36,380 cash during 
the year. There remain outstanding 
options for 16,500 shares. 


Note 4. 

Operating loss is shown after 
charging depreciation of $522,005 
and remuneration to directors and 
officers as follows: number of 
Directors—12; remuneration as 
Directors—$14,950; number of 
Officers—7; remuneration as Offi- 
cers—$175,372: number of Officers 
who are also Directors—4. 


Note 5. 

The amount of obligation for pen- 
sion benefits for past services 
remaining to be charged against 
operations is $3,263,000. This 
amount will be amortized against 
operations over the years 1972 


1,375,034 to 1990. 
920,722 
$ 454,312 


Note 6. 

Contingent liabilities: 

(1) In connection with the financing 
of certain of its subsidiaries and 
Coronet Carpets Limited, the com- 
pany has entered into the following 
arrangements: 

(a) Guaranteed the annual rental 
payments of subsidiaries, in the 
amount of $188,150, under leases 
expiring on different dates from 
1972 to 1982. 

(b) Guaranteed jointly with Coronet 
Industries, Inc. a mortgage loan 
payable by Coronet Carpets 
Limited in the amount of $617,479. 
(c) Guaranteed the repayment by 
Coronet Carpets Limited of 
$250,000 of the latter company’s 
bank loan. 

(2) Edina Interchange Corporation 
is the co-guarantor of certain 
mortgage notes payable in the 
amount of U.S. $1,641,865. 

(3) The Internal Revenue Service is 
currently examining the Federal 
income tax returns of Edina Inter- 
change Corporation and the agent 
has indicated that he intends to 
propose an assessment in the 
amount of approximately $400,000. 


The company intends to vigorously 
protest this claim should, in fact, 
a formal assessment result. 

In addition, a further tax assess- 
ment resulting from the disallow- 
ance of certain management fees 
in the years 1964 and 1965 has 
been proposed in the amount of 
approximately $70,000. The com- 
pany has filed a Protest to this 
proposal. 


Note 7. 

The company and certain of its 
subsidiaries have issued interim 
bond certificates in the aggregate 
amount of $27,350,000 pursuant to 
the terms of a Trust Deed entered 
into between the companies and 
the General Trust of Canada, as 
trustee. The Trust Deed provides 
for a charge on all the assets of the 
companies involved with the ex- 
ception of the company’s shares of 
Coronet Carpets Limited. 


Note 8. 

Event subsequent to the balance 
sheet date: 

Edina Interchange Corporation has 
entered into a $1,400,000 mortgage 
loan agreement with the Northwest 
National Bank of Minneapolis. The 
loan has been secured by Edina 
Interchange Centre real estate and 
will require the following interest 
and principal payments: 

a) interest at prime plus 2% pay- 
able monthly; 

b) principal due upon sale of land 
parcels with minimum payments 

of $200,000 per annum. 

Proceeds of the loan will be applied 
against unsecured notes payable, 
the 6% mortgage notes and for 
other operating purposes. 


Auditors’ Report 


To the shareholders, 
Domco Industries Limited. 


We have examined the consoli- 
dated balance sheet of Domco 
Industries Limited and its subsi- 
diaries as at October 31, 1971 and 
the consolidated statements of 
income and retained earnings and 
source and application of working 
capital for the year then ended. 
For Domco Industries Limited and 
those subsidiaries of which we are 
the auditors, our examination 
included a general review of the 
accounting procedures and such 
tests of accounting records and 
other supporting evidence as we 
considered necessary in the cir- 
cumstances. We have relied on the 
reports of the auditors who have 
examined the financial statements 
of the other subsidiaries. 

In our opinion, these consoli- 
dated financial statements present 
fairly the financial position of the 
companies as at October 31, 1971 
and the results of their operations 
and the source and application 
of their working capital for the 
year then ended, in accordance 
with generally accepted account- 
ing principles applied on a basis 
consistent with that of the 
preceding year. 


HYDE, HOUGHTON & Co., 
Chartered Accountants 
January 7, 1972. 


MARKETING REVIEW 


Products and 
the Market 


A highlight of DOMCO’s product 
marketing activity in 1971 was the suc- 
cessful introduction of “KaRAMiK”’. 


For the interest of Domco shareholders 
a sample, in descriptive cover, of this 
new flooring material is enclosed. Of 
singular importance is that, to date, 
KaRAMIiK” is the only continuous 


twelve-foot wide inlaid sheet vinyl 
flooring being made in Canada. 


Wide flooring products (twelve feet) 
have been dramatically growing in 
demand throughout North America 
and have constituted a primary factor 
in the rapidly escalating rate of impor- 
tations into Canada from the United 
States. 


DOMCO’S introduction of these made- 
in-Canada, wide-width, inlaid vinyl 
floorings is being followed up, early 


in 1972, by the manufacture of twelve 
and nine feet wide cushioned vinyl 
floor coverings and also of rotogra- 
vured vinyl-surfaced floor coverings 
in twelve, nine and six feet wide. 


Hitherto, neither DOMCO nor their 
competitors have been equipped to 
manufacture, in Canada, cushioned 
vinyls wider than six feet. Also, roto- 
gravured vinyl-surfaced floor cover- 
ings (regardless of width) have been 
imported. Together, these two product 
categories have also been account- 
ing, in mounting proportion, for a vast 
quantity of resilient floor covering 
importations — notably from the U.S. 


Hence, DOMCO, by this three-part 
program, is the first and only Canadian 
manufacturer equipped to challenge 
effectively the growing U.S. domina- 
tion of the Canadian market for resi- 
lient sheet floor coverings. 


As this report goes to press, the cur- 
rent line-up of Domco resilient flooring 
products carries these name identities: 
Inlaid Sheet Vinyl: 

KaRAMIiK — “90”; “75”; “65”. 


Cushioned Sheet Vinyl: 


SUPERFLOR 
CUSHIONFLOR 


VINYLAIRE 
MODULEFLOR 
MOBILTRED 


Rotogravured Sheet Vinyl: 


VINYLTONE 
VINYLON 


Vinyl Asbestos Tiles: 
CONCORDE 
TRAVERTINE 
TRAVISTA 
PALMETTO 
BELMONT 
VALLEYSTONE 
BROOKSTONE 
CATALINA 


Sales 


The sales of DOMCO resilient products 
were adversely affected in the early 
part of the 1971 fiscal year by the 
slower-than-anticipated rate of eco- 
nomic recovery and by continuing 
aggressive importation. Sales fore- 
casts were, however, met in the latter 
months and these would have been 
exceeded but for production restric- 
tions necessitated by the centralization 
of manufacturing facilities. In the 
meantime, gratifying sales volume 
obtained in the latter months gives 
promise for achievement of 1972 sales 
targets. 


Export 


Export shipments continued to in- 
crease in 1971 even in face of the 
appreciation of the Canadian dollar 
and, recently, of the U.S. surcharge. 
Prospects for the coming year in most 
of the company’s overseas markets 
appear promising, particularly for the 
new DOMCO resilient products, and 
for CORONET carpets. 


Domco 
strengthens 
selling 
organization 


After nearly ten years of virtually un- 
interrupted and remarkable growth, 
the North American carpet industry 
suffered from a marked recession in 
the period from the spring of 1970 to 
summer, 1971. 


In anticipation of a surging emergence 
from this carpet recession coinciding 
with DOMCO’S improved position in 
resilient products (referred to above), 
as well as improved services to the 
trade through impending total central- 
ization of all manufacturing facilities, 
it was deemed timely to divide the 
single DOMCO/CORONET Sales 
organization into two specialized 
forces. After only a few months, there 
is every indication that this change 
has developed a stronger element of 
drive and is now working effectively 
for the benefit of both DOMCO and 
CORONET. 


Advertising & 
Sales Promotion 


At mid-year, our course was altered 
to bring about greater emphasis in 
promoting the sale of DOMCO pro- 
ducts to “people who specify’’. These 
comprise architects, specification 
writers, interior designers, building 
contractors and developers; also, im- 
portantly, flooring retailers and build- 
ing supply dealers. Plans for 1972 
are for continuing emphasis in that 
direction. 


Outlook 


There seems little doubt that we are 
living in an era of economic uncer- 
tainty, but there is a basis for optimism 
regarding your company’s sales pros- 
pects in 1972. As the new products 

are being introduced, and the new 
marketing methods begin to demons- 
trate their effect, DOMCO is ready to 
assume its full share of the growth 
surge expected in 1972. Results are 
already beginning to show in improved 
product offerings and general com- 


petitiveness, particularly against 
imported products. 


It is of special significance to note 
that, in 1972, DOMCO will not be man- 
ufacturing any resilient floorings of a 
type made prior to 1956. Only one 
group (Vinyl Asbestos Tiles) of this 
hundred year old company’s current 
and fully comprehensive range of pro- 
ducts dates as far back as sixteen 
years ago. Of the balance, the Cush- 


ioned Vinyl group was introduced to 
Canada by DOMCO just five years ago 
and the others, which it is expected 
will develop forty percent of total sales 
in 1972, were not even being made in 
Canada twelve months ago. These 
latter are exclusive to DOMCO. 


~& 
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KARAM IK 


Entirely unlike anything else in the world of flooring 
products; invented by and exclusive to Domco. 


KaRAMikK is true inlaid — ceramic designs — in 
12-foot wide sheet vinyl — providing a virtually 
seamless floor. Designed and made to satisfy both 
the aesthetic and practical ‘wants’ of people in their 
search for the ideal flooring. 


KaRAMiK is the flooring answer to any room in any home; 
to floors in office buildings, retail stores, multi-storey commer- 
cial buildings, mobile living quarters or a country cottage. 


KARAMK the unique new Domco development for today and the future. 
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